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Kmart Corporation 


1980 HIGHLIGHTS 


(Thousands) 

1980 


1979 

Sales 

$14,204,381 

$12,731,145 

Kmart, Kresge and Jupiter stores 

2,242 


2,069 

Net income 

$ 260,527 

$ 

357,999 

Earnings per common and common 
equivalent share 

$2.07 


$2.84 

Cash dividends declared 

Per share 

$ 113,383 ' 

$ .92 

$ 

103,036 
$ .84 

Employee compensation and benefits 

Per sales dollar 

$ 2,267,687 
15.96% 

$ 1,939,400 
15.23% 

Depreciation and amortization—owned assets 

Per sales dollar 

$ 118,812 
.84% 

$ 

93,326 

.73% 

Property additions—owned assets 

$ 350,639 

$ 

291,672 
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Kmart Corporation 


TO OUR SHAREHOLDERS 


In 1980 your corporation had total 
sales of $14,204,381,000. This 
represented a modest increase of 
11.6% over the $12,731,145,000 
reported in 1979. Net income for the 52 
weeks ended January 28,1981 was 
$260,527,000, a decrease of 27.2% 
from the $357,999,000 generated in 
1979. Earnings per common and 
common equivalent share were $2.07, 
compared with $2.84 in 1979. Fourth 
quarter net income decreased 10.2% 
to $131,050,000, or $1.03 per share, 
compared with $145,961,000, or $1.15 
per share, reported in the fourth 
quarter of 1979. Sales in the 1980 
final quarter increased 8.9% to 
$4,382,645,000. 

During the year, 193 Kmart stores 
were opened in the United States, 
while two Kmart stores were closed. 
Our wholly owned Canadian subsidiary 
also opened six Kmart units. Complete 
details of the corporation’s financial 
performance are in the financial review 
of this report. 

During the past year, we have made 
an intensive analysis of our competitive 
position in an effort to answer the 
following two questions: 

1. Are we using external assumptions 
that are appropriate for the 1980s? 

2. In what ways do we need to refine 
our operating and merchandise 
strategies as a consequence? 

The first conclusion we have reached 
is that the consumer of the eighties 
wants something different from a 
K mart discount department store than 
was demanded in the seventies. We 
have seen a subtle shift in the 
consumer’s emphasis toward products 
with a somewhat higher quality 
quotient than in the past, products 
whose useful life has been extended. 
Current examples would include a 
more classic look in clothing as well as 
a greater desire for the middle price 
points in a variety of national-brand 
hard-goods products. Better value for 
the money is the key phrase. 


The second conclusion pertains to 
current levels of inflation and the 
probability that these will be diminished 
substantially overtime. All of our 
review supports the fact that inflation 
will continue at historic high rates, 
albeit below double-digit levels. 
Consequently, our costs of borrowing 
will continue to be substantially higher 
than was true in the early and middle 
1970s. 

In responding to what we see as 
these two key fundamentals, Kmart 
Corporation has reviewed every facet 
of our operation and established 
appropriate programs for improving our 
share of the customer’s retail dollar in a 
profitable manner. Foremost in these 
s:.-ategies are a revamped store layout 
and an updated appearance that will 
show off the inherent value of our 
products to a greater degree. The first 
prototypes of this new interior 
importantly feature fixturing and 
layouts to provide a much greater sales 
volume per square foot of selling area. 
The “new look" is highlighted in this 
year’s annual report story about our 
Kmart stores in Indianapolis, Indiana. 
Refinements to this new approach to 
merchandising and layout are 
continuing to be made. But more 
importantly, all new stores and a 
substantia! number of existing units will 
be given this treatment this year and all 
years into the future. 

Over the last several years, but 
particularly in the last year, we have 
experimented with a variety of new 
merchandise to add to our assortments 
in an effort to provide our customers 
those types of high-quality products 
that they are demanding in greater 
numbers. We have emphasized again 
our large selection of national-brand 
merchandise in our hard lines and have 
redoubled our efforts to offer our 
customers the latest new look in our 
clothing departments. We have talked 
with thousands of our customers to 
determine weak points in our 


assortments and solicited their 
opinions as to how we can be 
deserving of a larger share of their 
spendable income, and we have acted 
accordingly. Further, we have looked at 
all merchandise lines with a 
determination to eliminate those 
products that do not continue to offer 
the customer exceptional value or do 
not meet a level of sales productivity 
consistent with our space productivity 
goals. 

In anticipation of continued high 
interest rates, we have carefully 
reviewed every market in the United 
States for additional Kmart units. On 
the basis of this review, we have 
determined that we should reduce our 
previously projected rate of store 
openings and divert more resources 
and management time to bringing up to 
a high standard of operation our 
existing base of stores while optimizing 
their profit performance. We will 
continue to have an ambitious 
expansion program of new units, but 
we believe it will average considerably 
fewer units each year than we have 
opened in the recent past. 

Interest-carrying costs, of course, 
also necessitate a more intensified 
effort to achieve a greater level of sales 
volume per dollar of inventory 
investment. One of the most significant 
operating successes in the year 1980 
was the deceleration in our rate of 
inventory growth relative to sales 
growth. For several years, we have 
stated publicly that this would happen 
as our network of new distribution 
centers came on-stream and as most 
of our major markets achieved more 
competitively appropriate levels of 
Kmart representation. 

We have explained on many 
occasions in the past two years that 
high rates of inflation, coupled with 
mandated operating cost increases 
such as the higher minimum wage, 
have put severe pressure on operating 
expense ratios. We have also stated 
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that new systems, new methods and 
the application of new computer 
technology will allow us to reverse 
these trends. In the year 1930 we were 
able to see a number of roadblocks to 
these efforts removed. In the 1978 
Annual Report we discussed KIN, an 
acronym for "Kmart Information 
Network," which eventually will link all 
Kmart stores to our central computer 
and handle the transmission of much of 
our management information, including 
merchandise ordering, payroll, sales 
reporting and accounts payable. We 
previously suggested that we hoped all 
Kmart stores would be on the system 
by 1984. We now state that all Kmart 
stores will be on the system by 1984 or 
before. In addition, we have 
successfully tested a variety of 
technology-based systems for 
merchandise ordering, inventory 


management and point-of-sale data 
capture and will be broadening these 
systems significantly in the next two 
years. All of these applications will 
result in substantial real labor dollar 
savings and/or greater gross profit 
dollar generation. 

We have continued to explore 
avenues of corporate growth into the 
future that would take advantage of our 
unique merchandise buying and real 
estate capabilities. Two events took 
place in 1980 of special significance in 
this area. 

On May 14,1980, we completed the 
acquisition of Furr’s Cafeterias, Inc., 
headquartered in Lubbock, Texas. We 
feel thai Furr’s Cafeterias offers unique 
opportunities for growth in the food- 
away-from-home, family-dining-out 
business as well as a relatively quick 
pay-back of the monies invested. 

When we purchased Furr’s, their 
planning assumed the opening of six to 
eight units per year. We quickly 
recognized that this was a program 
that could be substantially increased. 
We fully anticipate expanding the rate 
of openings to 30 or 40 units per year 
by 1984 or 1985. 

On August 7,1980, we signed a 
license agreement with The Daiei, Inc., 
headquartered in Osaka, Japan. Daiei 
is the largest retailing combine in 
Japan. Our goal is to develop a mass 
merchandise operation in Japan with 
Daiei. At the same time, this 
relationship will allow us to utilize our 
worldwide buying capabilities. 
Currently, six senior Kmart executives 
are headquartered in Japan and 
working on this project full-time, 
assisted by a large number of our 
buying, operating, construction and 
personnel executives in the United 
States. 

Effective April 1,1981, Mr. Ervin E. 
Wardlow elected to retire after 42 
years of service with K mart 
Corporation. Mr. Wardlow is a 
merchant without peer in retailing 


today. He served your company with 
distinction as a store manager, district 
manager, sales director, executive vice 
president, president, vice chairman 
and board member. All of his many 
friends and associates wish him many 
years of healthy, happy retirement. 

To fill the position of president and 
chief operating officer, the board 
appointed Mr. Samuel G. Leftwich. He 
was also made a member of the Board 
of Directors. Mr. Leftwich has a long 
tenure with Kmart Corporation in a 
wide variety of management positions. 

As we begin the second year of this 
new decade, we feel very strongly that 
our self-analysis has indicated a 
number of impediments to our future 
growth that had to be corrected; and 
we feel that we have taken forthright 
actions to correct them. With our 
current base of 2,242 general 
merchandise stores in the United 
States and Canada, we have the most 
complete representation of any retailer 
of mass merchandise. We also have an 
outstanding reputation for offering our 
customers the lowest prices in the 
marketplace on a wide assortment of 
first-quality products. We have 
exceptional financial strength and an 
unequalled cadre of trained managers 
and executives in all facets of our 
business. 

We believe the future is very bright 
for your corporation. We believe that to 
be true because we feel that we are 
uniquely positioned to service the 
consumer of the eighties, and we have 
honed our marketing strategy to 
achieve a greater share of that 
consumer’s disposable income. 


March 16,1981 



B. M. Fauber 
Chairman of the Board 
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For 18 years, K mart has been solidly 
entrenched as a price leader in the retail 
industry. Consumers have come to expect 
good buys every day from Kmart—and 
that is a reputation Kmart intends to keep. 

But the discount pricing structure is only 
part of the K mart story. Over the years, 
Kmart has also concentrated on building a 
comprehensive assortment of first-quality 
merchandise. Kmart discount department 
stores today stock some 60,000 different 
items ranging from toothpaste to first- 
quality clothing for the entire family, elec¬ 
tronic ovens and wall paneling. 

Underscoring its commitment to “quality 
at a price” and to one-sJop-shepping,. 

K mart has adopted a new interior design 
for the 1980s. Illustrating that Kmart has 
the goods as well as the prices, the physi¬ 
cal alterations are intended to prompt 
customers to think of Kmart for more of 
their shopping needs. 

Launched in K mart’s nine-store 
Indianapolis market during November 
1980, this contemporary image will begin 
to appear in new and refurbished K marts 
in 1981. During the year, at least 100 
existing stores will receive the new look. 

IMAGES OF THE’80s updated treatment. 


The Kmart of the '80s emphasizes* 
modern displays, streamlined interior 
signage and colors and easy access 
between related departments. But the 
tone of the new design is low-key; Kmart 
wants the merchandise to speak for itself. 
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Perhaps most readily apparent in the 
crisp hew interiors is a unified color 
treatment that ties individual departments 
together/encouraging shoppers to browse 
from area to area. Continuous bands of 
poppy redi gold and white on the walls 
define the perimeter of the sales area and 
reinforce the “complete store" message. 
Promotional signs have been standard¬ 
ized and displayed sparingly to create 
harmony rather.than competition among 
individual items.. 


Taller,' graduated counter heights and the 
absence of visual clutter promote a 
sweeping view of K mart’s abundant mer¬ 
chandise assortments. Measuring six feet 


in perimeter departments and six inches 


shorter in the center of the store, the high 


counters are also more practical, using 


more vertical space, requiring fewer trips 


to the stockroom to fill the shelves and 


lessening the possibility of an item being 
off sale to the customer.. 
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Well-defined interior access routes are 
another major part of K mart’s image for 
the ’80s. The midway aisle that has carried 
customer traffic for almost two decades 
continues to be the primary thoroughfare. 
But new “side streets” further invite cus¬ 
tomers to explore areas that previously were 


accessible only through other departments. 

For example, a contrasting aisle guides 
customers through the apparel side of the 
store. The route takes shoppers through, 
women’s apparel past fashion accessories, 
hosiery, footwear and infants’ wear, 
through men’s and boys’ clothing and back 
to the midway. An aisle in back of the store 
runs perpendicularto the midway, 
exposing shoppers to goods from a variety 
of departments. 



Reproduced with permission of the copyright owner. Further reproduction prohibited without permission. 










HSGHLBGHTS OF 
ATYPICAL KMART 
OF THE ’80s 


Knowing the shopper’s first impression is 
critical, Kmart has replaced the aroma of 
popcorn with the shine of real gold at the 
front of the store. In place of the delicates¬ 
sen is an upgraded jewelry and camera 


department, where shoppers choose from 
a wide selection of high-quality products in 
displays that enhance the merchandise. 
Seiko watches at discount prices are now 
part of the mix, while Timex watches 
continue to be a popular mainstay for the 
budget-conscious. Other features include 
an array of calculators by such familiar 
names as Casio and Sharp, 35-millimeter 
cameras from Minolta and 14-karat jewelry- 
ail at K mart’s discount prices. “Simon,” 
“Merlin” and other popular electronic 
games are sold from display cases 
adjacent to jewelry and cameras on one 
side and toys on the other. 

Across the midway from jewelry, 
women’s clothing beckons customers with 
a new look dominated by hanging fixtures 
that permit greater creativity in display. 
Where long, straight “pipe runs” once held 
hundreds of garments with only shoulders 
visible, open circular racks now provide an 
easier full view of the merchandise and 
create a spacious area for pleasant 
shopping. Using a tri-level circular display, 
for example, K mart helps the customer 
select coordinates: the tallest level holds 
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pants and the shorter racks can be used 
for skirts and tops, respectively. “Waterfall” 
displays—angular fixtures with graduated 
hooks—offer a quick glance at garment 
fronts. The new presentation has also 


reduced the need for mannequins, which 
require considerable maintenance. 

The contemporary fixtures provide a 
showcase for the season’s biggest fashion 
news. Well-constructed classics of natural 
fibers, now prominently displayed, invite 
scrutiny from the price-conscious con¬ 
sumer who might have overlooked these 
values in the former presentation. 

The men’s, boys’ and infants’ depart¬ 
ments have received similar fixture 
treatment. Where possible, hanging 
displays have replaced shelves. For 
merchandise best suited to shelves, long 
“gondolas" have been replaced with 
neatly sectioned fixtures. The clothing 
departments feature mainstays such as 
K mart’s Challenger brand men’s and boys’ 
jeans and shirts. 

Footwear shelves have been heightened 
to 72" resulting in more bountiful arrays of 
popular sellers such as K mart’s exclusive 
Dynakids footwear and Trax athletic 
shoes. Fashion accessories and hosiery 
are stocked on hanging fixtures, creating 
an orderly appearance with minimal 
maintenance. 
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Headlining the changes on the hard- 
goods side of the new K marts are compre¬ 
hensive home centers that offer all the 
materials needed for common do-it- 
yourself projects. The home centers are a 
consolidation of several Kmart 
departments, including building materials, 
home improvement, hardware, power 


tools, electrical, lighting and horticulture. 
Identified with blue-and-white signs that 
contrast the prevailing color scheme of the 
store, each home center is a “store within 
a store.” 

When the kitchen sink is leaking, not 
knowing how to fix it can be as frustrating 
as having to hunt for the materials needed 
to do the job. Kmart helps by providing 
“how-to” literature for many home 
improvement and repair items. Printed 
instructions guide customers through 
techniques as basic as filling a paint roller 
and as complex as installing electrical 
wiring. 

The auxiliary sales areas behind the 
home centers have been reorganized, and 
lighting has been improved to attract 
customers to these “back rooms.” Lumber 
is stored on 4-foot-by-8-foot rolling carts to 
aid in customer selection and to enhance 
employee productivity. 

Well-stocked shelves and wide selec¬ 
tions distinguish the health and beauty 
aids departments of the 1980s-style 
K marts. Special displays highlight 
national-brand cosmetics and fragrances, 


and private-label values at savings 
continue to be offered as well. 

Checkout counters have been length¬ 
ened and lowered and display tables 
removed, creating an open, clean look 
with less congestion in the checkout area. 

Final stop on a tour of the K mart of the 
’80s is the delicatessen. Once located 
near the entrance, this broadened selec¬ 
tion of foods now occupies an expansive 
display behind the checkout area. The 
new delicatessen is conveniently placed— 
both for shoppers, who like to buy 
perishable items last, and for store 
maintenance crews. 

The interior changes are significant. Yet 
they are functional rather than frilly, in step 
with K mart’s basic approach to selling 
first-quality merchandise at the lowest 
possible prices. And the Kmart identity 
has been retained—from the familiar blue- 
and-red storefront sign recognized even 
by toddlers to the Blue Light Specials that 
have heralded impromptu extra values for 
18 years. 

As the 1980s-vintage Kmart begins to 
appear across the U.S. and Canada, 
Kmart Corporation intends to serve more 
shoppers in more ways. What some 
consumers have recognized for years is 
expected to be discovered by others: 


shopping at Kmart is comprehensive, 
economical, convenient and pleasant. In 
short, Kmart makes more sense than ever 
as “The Savings Place” in the decade ahead. 
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Kmart Corporation 


10-YEAR PERFORMANCE SUMMARY 




80 

1979 

SUMMARY OF OPERATIONS 

Sales 

$14,204 

$12,731 

(Millions) 

Licensee fees and other income 

175 

165 


Cost of merchandise sold 

10,417 

9,283 


Selling, general and administrative expenses 

3,326 

2,839 


Interest expense—net 


Debt 

65 

29 


Capital leases 

135 

120 


Income before estimated income taxe$ v 

$ 436 

$ 625 


Income from retail operations 

$ 256 

$ 355 


Net income 

$ 261 

$ 358 

PER SHARE DATA 

Earnings per common and common equivalent share 

$ 2.07 

$ 2.84 

(Dollars) 

Cash dividends declared 

$ .92 

$ .84 


Book value 

$ 18.99 

$ 17.79 

FINANCIAL DATA 

Working capital 

$ 1,526 

$ 1,388 

(Millions) 

Total assets 

$ 6,102 

$ 5,642 


Long-term obligations : 


Debt 

$ 419 

$ 209 j 


Capital leases 

$ 1,618 

$ 1,422 j 


Average shares outstanding 

123 

123 

FINANCIAL RATIOS 

Return on sales ^ 


Income before estimated income taxes 

3.1% 

4.9% ' 


Income from retail operations 

1.8% 

2.8% 


Net income 

1.8% 

2.8% 


Return on assets (beginning) 

4.6% 

7.4% 


Debt and equivalent as a % of total capitalization 

48.7% 

43.1% 


Return on stockholders’ equity (beginning) 

11.9% 

18.7% 


Employee compensation and benefits, per sales dollar 

16.0% 

15.2% 


Current ratio 

1.9 

1.8 

S14.000 _ S350 

25, jf 

ftet Income 

7\ 


_ JL- 

12.000 mm> ^ 


300 




10-YEAR COMPOUND ANNUAL GROWTH RATE: 187% 
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Kmart Corporation 


1980 OPERATIONS AND FINANCIAL REVIEW 


The Company’s Business 

K mart Corporation is principally engaged in the retail sale 
of a wide range of general merchandise through the 
operation of a chain of discount department stores (K mart), 
variety stores (Kresge), and limited-line discount stores 
(Jupiter) in both domestic and foreign markets. 

K mart is the second-largest genera! merchandise retailer 
in the United States. The company has experienced rapid 
growth from the continuous development and expansion of 
the Kmart division. Since the introduction of the K mart 
program in 1962, sales and net income have grown at 
approximate compound annual rates of 20% and 19%, 
respectively. The company’s success in the highly 
competitive mass merchandise market has been dependent 
on factors such as price, quality of goods and services, 
product mix and convenience. 

In 1980, more than 95% of the company’s sales was 
generated by K mart stores. These stores are generally one- 
floor, free-standing units ranging in size from 40,000 square 
feet to 120,000 square feet. The standard-size stores are 
68,000 to 84,000 square feet and serve the more densely 
populated urban areas. Within these areas, K mart has 
focused on convenience of location. The medium-size stores 
range from 55,000 to 60,000 square feet, and the smaller 
stores are generally 40,000 square feet. The medium-size 
and smaller stores are utilized to penetrate markets in less 
densely populated communities. 

At January 28,1981, K mart Corporation domestic general 
merchandise operations included 1,772 Kmart stores, 206 
Kresge stores and 75 Jupiter stores that operated in 270 of 
the 279 Standard Metropolitan Statistical Areas in the United 
States. In addition, the company operated three K mart and 
six Kresge stores in Puerto Rico. Canadian general 
merchandise operations included 110 K mart and 70 Kresge 
and Jupiter stores, with representation in all provinces of 
Canada. 

In addition to the store opening program, in 1980 the 
company began to place greater emphasis on enhancing 
store environments, merchandise assortment and quality in 
order to present an image more in keeping with changing 
customer needs. Over the next several years, the company 
will be shifting more resources into an aggressive store 
modernization program offering a broader assortment of 
merchandise. Both strategies are designed to improve 
market share and operating results in existing stores. 

As of January 28,1981, in addition to operating the 
•domestic general merchandise operations, Kmart 
Corporation had the following subsidiaries and affiliations: 

Kmart Apparel Corp., a wholly owned domestic retail 
subsidiary, operated the women’s ready-to-wear 
departments in ail US. K mart stores. 


The company also owns a 49% equity interest in 
substantially all of its domestic K mart footwear departments, 
which are operated by the Meldisco subsidiaries of Melville 
Corporation. 

K mart Canada Limited, a wholly owned subsidiary, 
operated the Canadian K mart, Kresge and Jupiter stores, 
which are managed along organizational lines similar to the 
parent company. In addition, Kmart Canada has a wholly 
owned subsidiary operating the footwear departments in 
Canadian K mart stores, as well as 85 other shoe retail units 
operating under various names. 

The company has a 20% equity interest in G. J. Coles & 
Coy. Limited (“Coles”), the major food and general 
merchandise retailer in Australia. As of July 26,1980, Coles’ 
fiscal year-end, Australian stores in operation totaled 591, of 
which 56 were K mart stores, 359 supermarkets and 
foodmarkets and 176 variety and other stores. 

Planned Marketing Associates, Inc., the company’s wholly 
owned insurance subsidiary, underwrites and markets life, 
accident, health, and property and casualty insurance. 
Acquisition 

In the second quarter of 1980, the company, through a 
wholly owned subsidiary, acquired Furr’s Cafeterias, Inc. 
(“Furr’s”) of Lubbock, Texas, for $70.0 million in cash. Furr’s 
operates a chain of cafeterias in the southwestern United 
States offering high-quality food at moderate prices. There 
were 76 cafeterias in operation as of January 3,1981, Furr’s 
fiscal year-end. The acquisition has been accounted for as a 
purchase and the results of Furr’s operations are included in 
income from the date of acquisition. The company believes 
the acquisition complements the current K mart expansion 
program and represents an additional opportunity for 
increasing profitability and return-on-investment. 

Additional information on the acquisition is summarized in 
Note (B) of the accompanying Notes to Consolidated 
Financial Statements. 

K mart Expansion Continues 

During 1980, in addition to acquiring Furr’s Cafeterias, 

Inc., K mart was able to maintain the momentum of its store 
expansion program by adding 199 new K mart stores, of 
which 193 were in the United States and six in Canada. 


The following schedule summarizes the expansion 
program in 1980: 

Kresge & Furr’s Shoe 



Kmart 

Jupiter 

Cafeterias 

Retail 

Total 

Retail units in operation 

January 30,1980 
Acquisition 

1,688 

381 

76 

77 

2,146 

76 

Units opened 

199 


2 

10 

211 

Units closed 

(2) 

(24) 

(2) 

(2) 

(30) 

Retail units in operation 

• January 28,1981 

1,885 

357 

76 

85 

2,403 
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Throughout the year, the company continued to close 
selected stores that were operating at unacceptable levels of 
profitability. The two K mart units closed in 1980 were 
replaced by new K marts situated in better locations within 
the same trading areas. 

Total K mart store retail selling area increased 11.3% in 
1980 to 110.3 million square feet. Over the past 10 years, 
selling area square footage in K mart stores has increased at 
a compound annual growth rate of 15.7%, excluding 
Australian stores. 


Sales and Store Statistics 



850 


350 



1980 

1979 

1978 

1977 

1976 

(Millions U.S.$) 






Sales Analysis 






Kmart 

$13,617 

$12,249 

$11,208 

$ 9,447 

$ 7,870 

Other 

587 

482 

488 

494 

512 

Total Sales 

$14,204 

$12,731 

$11,696 

$ 9,941 

$ 8,382 

U.S. 

$13,468 

$12,077 

$10,682 

$ 9,064 

$ 7,552 

Canada 

736 

654 

605 

572 

571 

Australia* 



409 

305 

259 

Total Sales 

$14,204 

$12,731 

$11,696 

$ 9,941 

$ 8,382 

Retail Units in Operation 






K mart Stores 






U.S. 

1,775 

1,584 

1,397 

1,243 

1,095 

Canada 

110 

104 

99 

91 

83 

Australia* 




33 

28 

Total Kmart Stores 

1,885 

1,688 

1,496 

1,367 

1,206 

Kresge and Jupiter Stores 






U.S. 

287 

310 

321 

339 

363 

Canada 

70 

71 

74 

76 

77 

Total Kresge and Jupiter Stores 

357 

381 

395 

415 

440 

Furr’s Cafeterias 

76 





Shoe Retail 

85 

77 




Total Retail Units 

2,403 

2,146 

1,891 

1,782 

1,646 

(Millions of square feet) 






General Merchandise Retail Selling Area 






Kmart 

110.3 

99.1 

89.6 

82.8 

74.6 

Kresge and Jupiter 

4.2 

4.5 

4.7 . 

5.3 

5.7 

Total Retail Selling Area 

114.5 

103.6 

94.3 

88.1 

80.3 


’Since sale of the company's majority interest in K mart (Australia) Limited in December 1978 for 20% of G. J. Coles & Coy. 
Limited, operations are no longer consolidated. At the end of Juiy 1980, Coles' fiscal year, there were 56 Australian K marts in 
operation compared with 44 and 36 K marts at the end of Coles’ prior two fiscal years. 
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Management’s Discussion and Analysis Net Income—Following is a breakdown of domestic and 

of Operations and Financial Condition foreign net income: 

Analysis of Operations 


Sales—Following is a breakdown of domestic and foreign sales: 

% % 

(Millions U S. $) 1980 Increase 1979 Increase 1978 

Domestic $13,467.7 11.5 $12,077.5 13.1 $10,681.7 

Canadian 736.7 12.7 653.6 8.1 604.9 

14,204.4 11.6 12,731.1 12.8 11,286.6 

Australian _____ 1 408.9 

Total $14,204.4 11.6 $12,731.1 8.9 $11,695.5 

Kmart Corporation sales rose 11.6% in 1980 to $14.2 
billion. This increase was primarily attributable to 199 new 
K mart store openings, inflation, the acquisition of Furr’s 
Cafeterias, Inc., and the inclusion of a full year’s sales in 
1980 of the Canadian footwear operations acquired on 
November 18,1979. Year-to-year sales gains for comparable 
stores were 3:8%. Fiscal 1980 sales were Slightly below 
expectations, reflecting the economic weakness prevailing 
throughout the United States and Canada. 

Sales were $12.7 billion for 1979, an increase of 12.8% 
over the $11.3 billion for 1978 excluding Australian sales. The 
increase was due primarily to 193 additional Kmart stores 
and inflation. Sales in 1979 approximated projections despite 
the weakening general economic environment and 
-unseasonably warm weather in the important final quarter of 
the year. Fiscal 1979 was a 52-week period compared with a 
53-week period for fiscal 1978. On.a comparable 52-week 
'period, fiscal 1979 sales increased 14.0% for all stores and 
5.5% for comparable stores over the prior year excluding 
Australian sales. In December 1978, the company’s 
investment in Australian operations was restructured from a 
51% investment in K mart (Australia) Limited to a 20% 
interest in Coles. Accordingly, beginning in fiscal 1979, the 
company's investment in Coles was accounted for on the 
equity method. However, the 1978 sales and operating 
results still include Australian operations as reported. 
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(Millions U.S. $) 1980 (Decrease) 1979 (Decrease) 1978 

Domestic $236.9 (28.9) $333.1 2.6 $324.6 

Canadian 12.1 (2.4) 12.4 (6.1) 13.2 

Australian. 11.5 (8.0) 12.5 114.3 _5e 

Total $260.5 (27.2) $358.0 4.2 $343.7 

Net income in 1980 was $260.5 million, a decrease of 
27.2% from 1979. Earnings per common and common 
equivalent share in 1980 were $2.07, a decrease of 27.1 % 
compared with $2.84 per share in 1979. 

Net income in 1979 was $358.0 million, an increase of 
4.2% compared with $343.7 million in 1978. Earnings per 
common and common equivalent share increased 3.6% in 
1979 from $2.74 in 1978. 

Factors contributing to these net income results were as 
follows: 

Cost of Merchandise Sold —Cost of merchandise sold 
(including buying and occupancy costs) as a percentage of 
sales was 73.3% in 1980 compared with 72.9% in 1979, 
resulting in gross margin rates of 26.7% and 27.1%, 
respectively. The decline in the gross margin rate is primarily 
attributable to a sharp rise in the annual last-in, first-out 
(LIFO) adjustment reflecting the country’s high inflationary 
environment and, also, weak consumer demand resulting 
from depressed economic conditions during virtually all of 
fiscal 1980. The decline in the gross margin rate was slightly 
offset by the higher gross margin achieved by the newly 
acquired cafeteria subsidiary. 

The company utilizes the LIFO method of inventory 
valuation for substantially all domestic inventories to provide 
a better matching of current costs with current revenues and 
to measure the impact of inflation on inventories during 
periods of rising prices. The LIFO index published by the 
U.S. Department of Labor for the year ended January 1981 
was higher than in recent years, resuiting in an inflationary 
impact on inventories of $112.6 million in 1980 compared with 
$72.2 million in 1979. 

Cost of merchandise sold (including buying and 
occupancy costs) as a percentage of sales was 72.9% in 
1979 compared with 73.2% in 1978, excluding the effect of 
Australian operations. K mart’s 1979 gross margin rate of 
27.1% compared favorably to 26.8% in 1978, due primarily to 
an improved sales mix of higher gross margin merchandise. 
In addition, the gross margin rate increased despite the 
effect of adopting the LIFO inventory method in the fourth 
quarter of 1979 for substantially all domestic automotive and 
sporting goods inventories, previously accounted for under 
the first-in, first-out (FIFO) inventory method. The effect of 
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this accounting change reduced corporate earnings by $.05 
per share. The inflationary effect on the remaining inventory 
as measured by the LIFO method was comparable to 
that of 1978. 

Operating Expenses —Selling, general and administrative 
expenses, including advertising and net interest on debt, 
were 23.9% of sales in 1980, compared with 22.5% for 1979 
and 21.5% for 1978 excluding Australia. 

The following expenses contributed to the increase in 
operating expenses for both 1980 and 1979: 

Employee compensation and benefits increased 16.9% to 
$2.3 billion in 1980 and 16.8% to $1.9 billion in 1979, 
excluding Australia, compared with the respective prior 
years. The increases in both years were attributable to the 
“ripple effect” of minimum wage increases, a large number of 
new stores and the rising cost of maintaining medical and 
disability insurance benefit programs. However, the increase 
in 1980 was slightly offset by a decrease of $5.7 million in 
pension costs compared with 1979, primarily because of a 
change in actuarial assumptions. In 1979, escalating pension 
costs also contributed to the increase in employee 
compensation and benefits compared with 1978. Additional 
information regarding the company’s pension plans is 
summarized in Note (L) of the accompanying Notes to 
Consolidated Financial Statements. 

Payroll, property and franchise taxes increased 13.5% to 
$258.2 million in 1980 and 16.0% to $227.4 million in 1979, 
excluding Australia, compared with the respective prior 
years. These increases were due to the store expansion 
program, government-mandated increases in payroll taxes 
and other tax increases on existing stores. 

Depreciation and amortization expense for owned 
property increased 27.3% to $118.8 million in 1980 and 
23.8% to $93.3 million in 1979, excluding Australia, 
compared with the respective prior years. These increases 
were primarily a function of the continuing store expansion, 
refurbishing programs and rising construction and fixture 
costs. 

Net interest expense related to debt increased 123.6% to 
$65.4 million in 1980 and 88.8% to $29.2 million in 1979, 
excluding Australia, compared with the respective prior 
years. The increases in both years were due to higher 
interest rates and increased borrowings. In 1980, borrowings 
increased primarily due to increased levels of inventory 
during the year and owned property acquired because of the 
company’s store expansion program and the acquisition of 
Furr’s Cafeterias, Inc. 

Income Taxes —The effective income tax rate for 1980 was 
41.4% compared with 43.2% for 1979 and 46.1% for 1978. 
The rate decreased in 1980 as compared with 1979 due 
primarily to increased investment tax credit and earnings 
from companies reported on the equity method in relation to 
the company’s earnings from operations in 1980 subject to 
normal income tax rates. 
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The rate decreased in 1979 as compared to 1978 primarily 
because of a lower U.S. statutory corporate income tax rate 
in 1979, substantially higher investment tax credit and 
earnings from the company’s Australian interests which were 
accounted for on the equity method. 

Foreign Operations —K mart Canada Limited’s sales in 
Canadian dollars increased 12.9% in 1980 and 10.5% in 
1979. Net income declined in both 1980 and 1979 compared 
with the respective prior years. The Canadian footwear 
operations of SCOA Industries, Inc., acquired November 18, 
1979, was a contributing factor to the sales increases for both 
years. Excluding the newly acquired footwear operations, 
gross margin rates decreased in 1980 and 1979 compared 
with the respective prior years. The deterioration in the gross 
profit rates can be directly attributed to high markdowns 
caused by high inventory levels and weakening consumer 
demand. In addition, operating expenses were adversely 
affected in both years due to Canada’s continued high 
inflation and unemployment. 

The company’s income from Australian operations, which 
consisted primarily of equity income in Coles, was $11.5 . 
million in 1980 and $12.5 million in 1979 as compared with 
$5.9 million of net income in 1978, which related to the 
company’s 51% interest in K mart (Australia) Limited. The 
decrease in 1980 income was due to currency fluctuation 
losses included in equity income of $3.0 million compared 
with an approximate $1.0 million gain in 1979. For the 
52-week period ended July 26,1980, Coles’ fiscal year, sales 
in Australian dollars were $2.7 billion, an increase of 20.4% 
over fiscal 1979. Sales for 1979 in Australian dollars were 
$2.2 billion, an increase of 16.4% over the $1.9 billion for 
fiscal 1978. Pre-tax profit from operations in 1980 rose 16.9% 
to $97.1 million compared with $83.0 million in 1979, a 9.7% 
increase over $75.7 million in 1978. The preceding results for 
1979 and 1978 Coles’ fiscal years incorporate the operations 
of K mart (Australia) Limited and comparative 52-week fiscal 
years on a pro-forma basis. During their fiscal 1980, Coles 
opened 26 new supermarkets and 12 K mart stores. 
Australian stores in operation at July 26,1980 totaled 56 
K marts, 359 supermarkets and foodmarkets and 176 variety 
and other stores. Additional information regarding the 
company’s investment in Coles is summarized in Note (D) of 
the accompanying Notes to Consolidated Financial 
Statements. 

Licensee Operations —The Meldisco subsidiaries of Melville 
Corporation operate all of the domestic K mart footwear 
departments. K mart’s 49% interest in substantially all of the 
1,775 footwear departments in operation is accounted for on 
the equity method. Sales of the licensee footwear 
departments increased 9.9% in 1980 and 15.5% in 1979 over 
the respective prior years. Equity in income increased 7.7% 
to $26.5 million in 1980 and 13.8% in 1979 to $24.6 million 
compared with the $21.6 million in 1978. Additional 
informationregarding K mart’s investment in the Meldisco 
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subsidiaries appears in Note (D) of the accompanying Notes 
to Consolidated Financial Statements. 

In addition, the company entered into a license agreement 
during 1980 with The Daiei, Inc. (“Daiei”), the largest retailer 
in Japan. Daiei operates a number of diversified retail 
operations including department stores and supermarkets. 

K mart is currently providing knowledge and assistance to 
Daiei for the purpose of developing mass merchandising 
operations in Japan. In addition, K mart is also granting 
exclusive rights to Daiei to use various Kmart tradenames 
and trademarks. In return for K mart’s expertise and aid, 

K mart will receive certain fees over the term of the 
agreement. 

Insurance Operations—The results of the insurance 
operations of Planned Marketing Associates, Inc., the 
company’s wholly owned insurance subsidiary, continued to 
improve in 1980 compared with 1979 and 1978 results. 
Management is continuing its efforts to market life, health, 
property and casualty insurance through various methods of 
distribution. The most rapidly growing distribution network is 
through a career agency sales force that provides insured 
benefits to the country’s independent retailers. See Note (D) 
of the accompanying Notes to Consolidated Financial 
Statements for further information on Planned Marketing 
Associates, Inc. 

Refer to “Supplementary Information—Inflation 
Accounting” on pages 23 through 25 for discussion of the 
impact of changing prices. 

Financial Condition 


Working Capita!—K mart Corporation’s major sources and 
uses of working capital are summarized as follows: 


(Millions) 

1980 

1979 

1978 

Working capita! 

$1,526.5 

$1,387.8 

$1,307.5 

Sources of working capital: 




Operations 

$ 452.9 

$ 522.8 

$ 487.9 

Obligations under capita! leases 

266.7 

178.8 

187.8 

Increase in long-term debt 

215.5 



Other 

24.6 

34.6 

159.3* 

Total sources 

959.7 

736.2 

835.0 

Uses of working capital: 




Additions to property owned 

350.6 

291.7 

217.4 

Additions to property leased 

232.8 

178.8 

187.8 

. Cash dividends declared 

113.4 

103.0 

87.9 

.' Other' 

124.3 

82.4 

265.4* 

Total uses 

821.1 

655.9 

758.5 

increase in working capital 

$ 138.6 

$ 80.3 

$ 76.5 

Working capital ratio 

1.9 to 1 

1.8 to 1 

1.9 to 1 


'Primarily consists of amounts relating to the restructuring of K mart 
(Australia} Limited in December 1978. 



Working Capital/Current Ratio 
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The primary sources of working capital were provided by 
operations and accounted for 47.2% of total financial 
resources provided from all sources in 1980 and 71.0% in 
1979 and 58.4% in 1978. During 1980 additional working 
capital was provided by long-term debt which included an 
intermediate-term loan in the principal amount of $200.0 
million at an interest rate of 9 7 /s%. The major use of these 
financial resources was for capital expenditures for owned 
assets. The company primarily operates leased facilities 
under long-term leases and as required by Financial 
Accounting Standards No. 13, Accounting for Leases, 
substantially all lease obligations are capitalized and 
considered debt equivalent obligations. As a result, leased 
property under capital leases is included as a major source 
and use of funds. 
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K mart Corporation’s major commitments for capital 
expenditures as of January 28,1981 were for the continued 
store expansion and modernization programs and expansion 
of the company’s distribution center network. The company’s 
1981 capital expenditure program is expected to approximate 
that of the prior year. Funds generated from operations and 
short-term borrowings are expected to finance these 
commitments. Working capital requirements for additional 
inventories for primarily new stores and distribution centers 
in 1980 were only $100.0 million, compared with nearly 
$370.0 million in 1979, and $227.0 million in 1978. The 
company anticipates that the inventory management 
program introduced in 1980 will continue providing 
benefits in 1981, further reducing short-term borrowing 
needs throughout the year. As in prior years, the company 
intends to continue financing the store and distribution 
center real estate development programs primarily through 
lease financing. 



Capital Structure —The company’s capital structure is 
summarized as follows: 


(Millions) 

1980 


1979 

1978 



Amount 

% 

Amount 

% Amount 

% 

Debt due within 

one year 

S 59.0 

1.3 $ 53.0 

1.4 $ 48.2 

1.4 

Long-Term Debt 

418.7 

9.3 

209.4 

5.4 209.3 

6.0 

Obligations Under 

Capital Leases 

1,618.1 

36.1 

1,422.3 

36.3 1,293.9 

37.0 

Total Debt and 

Equivalent 

2,095.8 

46.7 

1,684.7 

43.1 1,551.4 

44.4 

Deferred Income Taxes 

51.6 

1.1 

42.9 

1.1 28.8 

.8 

Equity 

2,343.2 

52.2 

2,185.2 

55.8 1,915.7 

54.8 


Total Capitalization S4.4S0.6 100.0 $3,912.8 100.0 S3.495.9 100.0 



BB DEBT TO CAPITALIZATION PERCENT 
KB TOTAL CAPITALIZATION 


K mart’s financial policies have been formulated to assure 
a strong and viable financial structure. The growth of the 
company has been financed primarily through internally 
generated funds and the leasing of real estate. The company 
is not highly leveraged, even when capitalized leases are 
considered. K mart’s debt to capitalization ratio was 46.7% in 
1980 compared with 43.1 % in 1979 and 44.4% in 1978. No 
material change in the company’s debt to capitalization ratio 
is expected for 1981. Total short-term lines of credit available 
and unused were $646.6 million, $497.0 million and $282.2 
million at January 28,'1981, January 30,1980 and January 31, 
1979, respectively. The company believes that continuing 
adherence to its financial policies combined with the credit 
resources available will enable the company to pursue 
opportunities for continued internal and external growth. 
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Stockholders’ Equity 

Stockholders’ equity increased 7.2% to $2.3 billion in 1980 
over the $2.2 biilion in 1979. Stockholders’ book value per 
share rose to $18:99 in 1980 compared with $17.79 per share 
in 1979, reflecting a compound annual growth rate of 16.5% 
over the past 10 years. K mart’s return on stockholders’ 
equity (net income divided by beginning equity) was 11.9% in 
1980 compared with 18.7% in 1979. 


S21 



71 72 73 74 75 76 77 78 79 '80 

10-YEAR COMPOUND ANNUAL GROWTH RATE: 16.5% 

Common Stock Market Data 

Dividend payments continued to increase in 1980 to $.90 
per share, an increase of 11.1 % over the $.81 per share paid 
in 1979. Over the past 10 years, dividends paid by the 
company have grown at a compound annual rate of 20.2%. 
Dividends declared were increased in 1980 for the 16th 
consecutive year to an annual rate of $.92 per share, an 
increase of 9.5% over the annual rate of $.84 per share in 
1979. It is the company’s policy to issue annual dividends per 
share consistent with earnings growth over time. Quarterly 
dividends per share paid for 1980 and 1979 were as follows: 
Fiscal Quarter 1980 1979 

First $ .21 S .18 

Second .23 .21 

Third ■ .23 .21 

Fourth _._ .23 _ .2A_ 

Total _$ .90 S .81 


Information regarding dividend restrictions is summarized in 
Note (G) of the accompanying Notes to Consolidated 
Financial Statements. 


The company’s common stock is listed and traded on the 
New York and Pacific Stock Exchanges. The quarterly price 
ranges of the common stock in 1980 and 1979 were: 

Calendar 

Quarter „ High Low High Low 

First 24% 17% 25% 22% 

Second 24 18 28 24% 

Third 26% 20 28% 24% 

Fourth _ 21 _ 15% 26% 23% 

K mart Corporation had 106,811 common shareholders of 
record as of January 28,1981. 

Equal Employment Opportunities 
The company continued to show marked progress in its 
commitment to provide equal opportunities in all areas of 
employment. Particular emphasis has been placed on 
ensuring greater female and minority representation within 
Kmart Corporation’s managerial and supervisory ranks. This 
progress is reflected in the company's Employer Information 
Reports EEO-1 in the report category “officials and 
managers.” For 1980, the company reported 35,677 persons 
in this category, of which 53.1% are females and/or 
minorities. 
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Supplementary Information—Inflation Accounting 

ln.1979, the Financial Accounting Standards Board 
(“FASB”) issued Statement of Financial Accounting 
Standards No. 33 (“FAS 33”), Financial Reporting and 
Changing Prices. The provisions of FAS 33 require 
presentation of certain financial information adjusted for the 
effects of inflation as measured by the constant dollar and 
current cost methods. The constant dollar method adjusts 
certain historically reported company financial data for 
inflation based on the Consumer Price Index (“CPI-U”) which 
was designed to measure inflation in prices for urban 
consumers. The current cost method measures the impact of 
inflation based on changes in specific prices of goods and 
services purchased by the company. The difference between 
the current cost data and the data calculated using the CPI-U 
results from the different mix of purchases made by the 
company compared with the purchases made by an urban 
family of four. The prices of land, buildings, merchandise and 
other goods and services purchased by K mart increased 
less under the current cost method than under the constant 
dollar method of adjustment as shown in the accompanying 
statements. 

The impact of inflation on K mart’s inventory is already 
substantially reflected in the primary financial statements 
because the company used the LIFO method of inventory 
valuation for approximately 86% of inventories as of January 
28,1981. The effect of inflation on inventories under the 
current cost method represents an estimated LIFO charge 
for that portion of inventories not valued under the LIFO 
method. Most retailers under the LIFO method use the 
Bureau of Labor Statistics Index (“BLS”) as the measure of 
inflation for the general merchandise retail industry. The 
inflationary increases as measured by the BLS All Store 
Index have been substantially less than the increase as 
measured by the average CPI-U as illustrated in the 
following table: 

__ 1980 1979 1978 1977 1976 

CPI-U 13.3% 11.6% 7.9% 6.6% 5.6% 

BLS _ 6.3% 5.8% 4,9% 3.7% '4.3% 

The current costs of acquiring new properties were 
calculated and appropriate indices were developed. These 
indices were used to restate the historical cost of all property 
currently in use. The amortization and depreciation cost on 


those restated values was then used to reduce current 
earnings as reported using historical costs. Under FAS 33, 
capitalized leased property is inflation-affected but operating 
leases are not. The application of Statement of Financial 
Accounting Standards No. 13 (“FAS 13”), Accounting for 
Leases, is not uniform within the retail industry. Since all 
leases of all retailers are not capitalized, the related inflation 
charge for the amortization of capitalized leased assets is not 
comparable between retail companies. 

In accordance with FAS 33, no adjustment was made to 
the provision for income taxes in computing net income for 
either the constant dollar or current cost calculation methods. 
As a result, the 1980 effective income tax rate increased from 
41.4% in the company’s primary financial statements to 
204.3% as adjusted for the constant dollar method, and to 
53.0% after adjustment for changes in specific prices. 
Consequently, the inflation-adjusted tax rates are much 
higher than historical rates reported in the primary financial 
statements. 

There was a significant gain from the decline in 
purchasing power of net monetary liabilities. During periods 
of inflation, the holding of monetary liabilities such as capital 
lease obligations and long-term debt results in a gain in 
general purchasing power because the amount of money 
ultimately required to satisfy the obligations represents 
dollars with less purchasing power. Such gain in purchasing 
power results primarily from the company’s substantial use of 
capital lease financing, which approximates 48.3% of the net 
amounts owed. 

K mart Corporation supports the concept of ascertaining a 
reasonable method to measure the impact of inflation on 
corporate financial statements and supports the FASB 
attempts to find such a solution. However, it is the company’s 
belief that the CPI-U is not a reliable measure of inflation for 
the retail industry. While both the constant dollar and current 
cost methods are experimental and are estimates using 
imperfect methodology, the company beiieves the current 
cost method is a closer approximation of the impact of 
inflation on the company. The company has made the 
required calculations under both methods, but advises the 
reader that they are based on experimental theories resulting 
in hypothetical figures. Accordingly, the company cautions 
against simplistic use of this information for any type of 
meaningful study. 
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Statements of Income Adjusted for Changing Prices 


Fiscal Year Ended January 28,1981 




Adjusted for 

Adjusted for 


As Reported in the 

General Inflation 

Changes in 


Primary Statements (Constant Dollar- 

Specific Prices 

(Sin Millions, except per share amounts) 

(Historical Cost) 

CPI-U) 

(Current Cost) 

Sales 

$14,204.4 

$14,204.4 

$14,204.4 

Licensee fees and rental income 

138.2 

138.2 

138.2 

Equity in income of affiliated retail companies 

37.4 

37.4 

37.4 

Interest income 

26.7 

26.7 

26.7 


14,406.7 

14,406.7 

14,406.7 

Cost of merchandise sold, excluding 




depreciation and amortization 

10,317.5 

10,560.8 

10,343.9 

Depreciation of property owned 

118.8 

165.6 

136.2 

Amortization of leased property 




under capital leases 

79.0 

136.8 

130.4 

Other costs and expenses 

3,455.0 

3,455.0 

3,455.0 


13,970.3 

14,318.2 

14,065.5 

Income before estimated income taxes 

436.4 

88.5 

341.2 

Estimated income taxes 

180.8 

180.8 

180.8 

income (loss) from retail operations 

255.6 

(92.3) 

160.4 

Equity in income of insurance operations 

4.9 

4.9 

4.9 

Net income (loss) 

$ 260.5 

$ (87.4) 

$ 165.3 

Earnings (loss) per common and common equivalent share $2.07 

$(.63) 

$1.33 

Unrealized gain from decline in 




purchasing power of net amounts owed 


$ 361.4 

$ 361.4 

Increase in general price level (constant dollar) 



$ 714.4 

Increase in specific prices (current cost) 




of merchandise inventories, property owned and leased 



496.5 

Excess of increase in general inflation, 




as measured by constant dollar over 




increase in current cost 



$ 217.9 


At January 28,1981, current cost of merchandise inventories was $3,161.8 million, current cost of property owned, net of 
accumulated depreciation, was $1,297.6 million, and current cost of leased property under capital leases, net of accumulated 
amortization, was $2,451.6 million. 
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Five-Year Comparison of Selected Supplementary Financial Data 
Adjusted for Effects of Changing Prices 

(Millions U.S. $, except per share amounts, of average fiscal 1980 dollars) 


Fiscal Year Ended 



January 28, 

January 30, 

January 31, 

January 25, 

January 26, 



1981 

1980 

1979* 

1978 


1977 

Net sales and other operating revenue 








(excluding interest income): 








U.S. and Canada 

$14,367.3 

$14,599.1 

$14,448.3 

$13,316.6 

$11,963.0 

Australia** 

$ 

12.7** 

$ 15.9** 

$ 523.5 

$ 421.2 

$ 

381.2 

Net income (loss): 








Constant dollar 

$ 

(87.4) 

$ 13.4 





Current cost 

Earnings (loss) per share: 

$ 

165.3 

$ 303.7 





Constant dollar 

$ 

(.63) 

$ .16 





Current cost 

Net assets: 

$ 

1.33 

$ 2.42 





Constant dollar 

$ 

3,800.3 

$ 3,659.3 





Current cost 

Excess of increase in constant dollar 

$ 

3,958.5 

$ 3,843.4 





over increase in current cost 

Gain from decline in purchasing power of 

$ 

217.9 

$ 524.7 





net amounts owed 

Cash dividends declared per share 

$ 

361.4 

$ 420.3 





in constant dollars 

Market price per share at year-end 


$ .92 

$ .95 

$ .91 

$ .76 


$ .47 

in constant dollars 

Average Consumer Price Index 

$ 

17 

$ 23 

$ 30 

$ 34 

$ 

49 

(constant dollar) 


249.1 

219.8 

196.9 

182.5 


171.2 


' Constant dollar information is adjusted for general inflation as measured by the CPI-U and current cost information is adjusted 
for changes in specific prices. 

* 53 weeks. 

** Due to restructuring of the company’s investment in Australian retail operations in December 1978, Australian sales are no 
longer consolidated in 1980 and 1979. See Notes (D) and (I) of the accompanying Notes to Consolidated Financial 
Statements. 
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REPORTS BY MANAGEMENT AND 
INDEPENDENT ACCOUNTANTS 


Kmart 

Responsibility 
for Financial 
Statements 


Kmart Corporation management is responsible for the integrity of the information 
and representations contained in this annual report. Management believes the 
financial statements are in conformity with generally accepted accounting principles 
and have been prepared on a consistent basis. This responsibility included making 
informed estimates and judgments in selecting the appropriate accounting 
principles in the circumstances. 

The company maintains a system of internal accounting controls to provide 
reasonable assurance that, among other things, financial records are reliable for 
purposes of preparing financial statements and that assets are properly accounted 
for and safeguarded. This concept of reasonable assurance is based on the 
recognition that the cost of the system must be related to the benefits to be derived. 
Management believes its system provides this appropriate balance. 

K mart Corporation maintains an Internal Audit Department which reviews the 
status and tests the application of internal accounting controls in conformity with the 
standards for the practice of interna! auditing. The Internal Audit Department 
apprises management of the adequacy of existing controls and, when applicable, 
reports recommendations for potential improvement. 

The Board of Directors appointed Price Waterhouse & Co., independent 
accountants, to examine the company’s financial statements. The independent 
accountant’s report expresses an opinion as to whether the financial statements are 
fairly stated in conformity with generally accepted accounting principles. Their 
examination was performed in accordance with generally accepted auditing 
standards and, among other things, included a review of the internal accounting 
controls. Their audit coverage is coordinated with the interna! auditors. 

The Audit Committee of the’Board of Directors, consisting solely of outside 
directors, meets regularly with management, internal auditors and independent 
accountants to assure that each is carrying out its responsibilities. The internal 
auditors and independent accountants both have full and free access to the Audit 
Committee, with and without the presence of management. 

R. E. BREWER 
Executive Vice President 
Finance 


B. M. FAUBER 
Chairman of the Board 
and Chief Executive Officer 


Report of 

Independent 

Accountants 


To the Stockholders and Board of Directors 
of K mart Corporation 

In our opinion, the accompanying consolidated balance sheets and the related 
consolidated statements of income, of income retained for use in the business and 
of changes in financial position present fairly the financial position of Kmart 
Corporation and its subsidiaries at January 28,1S81 and January 30,1980, and the 
results of their operations and the changes in their financial position for each of the 
three fiscal years in the period ended January 28,1981, in conformity with generally 
accepted accounting principles consistently applied. Our examinations of these 
statements were made in accordance with generally accepted auditing standards 
and accordingly included such tests of the accounting records and such other 
auditing procedures as we considered necessary in the circumstances. 


200 Renaissance Center 
Detroit, Michigan 
March 14,1981 
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CONSOLIDATED STATEMENTS OF INCOME 


_____ Fiscal Year Ended _ 

January 28, January 30, January 31, 

(Thousands) ______ 1981_1980 _1979 


Sales 

Licensee fees and rental income 

Equity in income of affiliated retail companies 

Interest income 

$14,204,381 

138,176 

37,444 

26,693 

$12,731,145 

127,440 

37,351 

21,395 

$11,695,539 

117,271 

21,613 

10,147 


14,406,694 

12,917,331 

11,844,570 

Cost of merchandise sold (including buying 

and occupancy costs) 

10,417,144 

9,282,764 

8,565,699 

Advertising 

339,009 

301,485 

272,888 

Selling, general and administrative expenses 

Interest expense: 

2,987,108 

2,537,522 

2,229,915 

Debt 

92,078 

50,640 

26,975 

Capital lease obligations 

134,957 

120,325 

115,110 


13,970,296 

12,292,736 

11,210,587 

Income before estimated income taxes 

435,398 

624,595 

633,983 

Estimated income taxes: 

U.S. 

144,583 

222,746 

244,714 

Foreign 

12,174 

13,632 

17,855 

State and local 

25,877 

31,320 

32,303 

Tax effects of timing differences 

(1,847) 

2,351 

(2,391) 


180,787 

270,049 

292,481 

Income from retail operations 

255,611 

354,546 

341,502 

Equity in income of insurance operations 

4,916 

3,453 

2,204 

Net income for the year 

$ 260,527 

$ 357,999 

$ 343,706 

Earnings per common and common equivalent share 

$2.07 

$2.84 

$2.74 


CONSOLIDATED STATEMENTS OF INCOME 
RETAINED FOR USE IN THE BUSINESS 





Fiscal Year Ended 


(Thousands) 

January 28, 
1981 

January 30, 
1980 

January 31, 
1979 

Income retained for use in the business at beginning of year 

Net income for the year 

Cash dividends declared—$.92, $.84 and $.72, respectively 

$ 1,818,888 
260,527 
(113,383) 

$ 1,563,925 
357,999 
(103,036) 

$ 1,308,073 
343,706 
(87,854) 

Income retained for use in the business at end of year 

$ 1,866,032 

$ 1,818,888 

$ 1,563,925 


See Notes to Consolidated Financial Statements. 27 
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Kmart Corporation 


CONSOLIDATED BALANCE SHEETS 


(Thousands) 

Assets 

January 28, 

1981 

January 30, 
1930 

Current Assets: 

Cash (includes temporary investments of $139,874 in 1980 
and $159,620 in 1979) 

$ 212,987 

$ 299,896 

Accounts receivable 

79,783 

76,314 

Merchandise inventories 

2,845,910 

2,745,562 

Operating supplies and prepaid expenses 

58,651 

48,731 

Total current assets 

3,197,331 

3,170,503 

Investments in and Advances to: 

Affiliated retail companies 

137,992 

122,782 

insurance operations 

88,062 

79,801 

Other Assets and Deferred Charges 

77,705 

35,274 

Property: 

Land 

43,861 

37,113 

Buildings 

172,743 

149,284 

Leasehold improvements 

224,099 

181,512 

Furniture and fixtures 

1,261,199 

1,055,074 

Construction in progress 

44,087 

30,054 

Less—Depreciation and amortization 

1,745,989 

654,895 

1,453,037 

551,840 

Total property owned 

1,091,094 

901,197 

Leased property under capital leases, iess accumulated amortization 
of $563,904 and $500,828, respectively 

1,510,278 

1,332,882 

Total property 

2,801,372 

2,234,079 


$6,102,462 

$5,642,439 


See Notes to Consolidated Financial Statements. 
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Liabilities and Stockholders’ Equity 

January 28, 

1981 

January 30, 
1980 

Current Liabilities: 

Long-term debt due within one year 

$ 1,845 

$ 2,161 

Obligations under capita! leases due within one year 

57,153 

50,890 

Notes payable 


185,540 

Accounts payable—trade 

1,060,185 

1,057,556 

Accrued payrolls and other liabilities 

269,472 

188,307 

Taxes other than income taxes 

133,744 

112,034 

Dividends payable 

28,377 

25,796 

Income taxes 

120,068 

160,373 

Total current liabilities 

1,670,844 

1,782,657 


Deferred Income Taxes 

51,577 

42,928 

Long-Term Debt 

418,726 

209,370 

Obligations Linder Capital Leases 

1,618,143 

1,422,292 


Stockholders’ Equity: 



Common stock 

123,379 

122,837 

Capital in excess of par value 

253,761 

243,467 

Income retained for use in the business 

1,966,032 

1,818,888 

Total stockholders’ equity 

2,343,172 

2,185,192 


$6,102,462 

$5,642,439 
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Kmart Corporation 

CONSOLIDATED STATEMENTS OF CHANGES 
IN FINANCIAL POSITION 


Fiscal Year Ended 


January 28, 

January 30, 

January 31, 

(Thousands) 

1981 

1980 

1979 

Financial Resources Were Provided by: 




Net income for the year 

Charges (credits) not affecting working capital— 

$ 260,527 

$ 357,999 

$ 343,706 

Depreciation and amortization: 




Property owned 

118,812 

93,326 

77,291 

Leased property under capital leases 

78,994 

72,228 

69,131 

Increase in deferred income taxes 

Equity in undistributed income of affiliated retail companies 

8,649 

14,117 

7,197 

and insurance operations 

(16,210) 

(17,133) 

(6,024) 

Other 

2,092 

2,249 

(3,388) 

Working capital provided by operations 

452,864 

522,786 

487,913 

Obligations incurred under capital leases 

266,688 

178,814 

187,828 

Increase in long-term debt 

215,512 



Proceeds from sale of property 

11,749 

13,088 

4,109 

Property owned and leased exchanged in Australian restructuring 



137,914 

Sale of common stock under stock option and purchase plans 

10,796 

14,563 

10,369 

Other 

2,080 

6,943 

6,933 


959,689 

736,194 

835,066 

Financial Resources Were Used for: 




Property additions: 




Property owned (including $48,689 in 1980 




relating to acquired subsidiary) 

350,639 

291,672 

217,410 

Leased property under capital leases 

232,757 

178,814 

187,828 

Cash dividends declared 

113,383 

103,036 

87,854 

Investment in Australian retail affiliate 

Other increases in investments in and advances to affiliated 



65,611 

retail companies and insurance operations 

7,045 

9,097 

13,165 

Reduction in long-term debt 

Reduction in capital lease obligations (including $106,344 

6,308 

3,216 

1,542, 

related to Australian restructuring in 1978) 

67,979 

52,715 

154,401 

Reduction in minority interest related to Australian restructuring 
Excess of cost over acquired net assets 

17,186 


22,696 

. Other 

25,751 

17,334 

8,040 


821,048 

655,884 

758,547 

increase in Working Capital 

$ 138,641 

$ 80,310 

$ 76,519 


See Notes to Consolidated Financial Statements. 
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Fiscal Year Ended 



January 28, 

January 30, 

January 31, 

(Thousands) 

1981 

1980 

1979 

Analysis of Changes in Working Capital: 




increase (decrease) in current assets— 




Cash and temporary investments 

$ (86,909) 

$ 59,373 

$ (70,688) 

Accounts receivable 

3,469 

33,302 

(15,387) 

Merchandise inventories 

100,348 

369,665 

227,252 

Operating supplies and prepaid expenses 

9,920 

11,988 

3,052 


26,828 

474,328 

144,229 

Increase (decrease) in current liabilities— 




Obligations under capital leases and long-term debt 




due within one year 

5,947 

4,803 

2,863 

Notes payable 

(185,540) 

185,540 


Accounts payable—trade 

2,629 

121,865 

48,152 

Accrued payolis, taxes and other liabilities 

102,875 

47,156 

4,195 

Dividends payable 

2,581 

3,810 

4,955 

Income taxes 

(40,305) 

30,844 

7,545 


(111,813) 

394,018 

67,710 

increase in Working Capital 

$ 138,641 

$ 80,310 

$ 76,519 
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Kmart Corporation ■ 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


(A) Summary of Significant Accounting Policies 
Fiscal Year: The company’s fiscal year ends on the last 
Wednesday in January. Fiscal years 1980 and 1979 
consisted of 52 weeks and ended on January 28,1981 and 
• January 30,1980, respectively. Fiscal year 1978 consisted of 
53 weeks and ended on January 31,1979. 

Basis of Consolidation: The company includes all majority- 
owned retail subsidiaries in the consolidated financial 
statements. Investments in affiliated retail companies owned 
20% or more and the wholly owned insurance operations are 
accounted for by the equity method using their December 
financial statements. All significant intercompany 
. transactions and accounts have been eliminated in 
consolidation. 

Foreign Operations: The company translates substantially 
all foreign currency accounts into U.S. dollars at exchange 
rates in effect at the end of each period for current assets 
(excluding inventories) and for substantially all liabilities; at 
historical exchange rates for inventories, owned property, 
leased property and the related depreciation and 
. amortization, and all other ncncurrent assets; and at average 
exchange rates during the period for revenue and expenses. 
Exchange gains or losses are included in net income. 

Inventories: Merchandise inventories are valued at the lower 
of cost or market, using the retail method, on the last-in, first- 
out basis for substantially all domestic inventories and the 
first-in, first-out basis for the remainder. 

Property Owned: Land, buildings, leasehold improvements 
and equipment are recorded at cost. Major replacements and 
refurbishings are charged to the property accounts while 
replacements, maintenance and repairs which do not 
improve or extend the life of the respective assets are 
expensed currently: During.the fourth quarter of 1979, the 
company adopted the accounting policy of capitalizing 
interest cost as a part of constructing capital assets in 
accordance with the provisions of Statement of Financial 
Accounting Standards No. 34, Capitalization of Interest Cost. 
The effect of this change was not significant. 

Generally, in the case of ordinary retirements, the cost of 
- properties is charged to the allowance for depreciation and, 

: in the case of extraordinary retirements such as those 

resulting from abandonments.of locations and complete 
rebuilding at locations, the cost of properties retired and the 
accumulated depreciation thereon are eliminated from the 
. accounts and the resulting gain or loss is taken into income. 


Depreciation: The company computes depreciation on 
owned property principally on the straight-line method for 
financial statement purposes and on accelerated methods 
for income tax purposes. Most store properties are leased, 
and improvements are amortized over the term of the lease 
but not more than 25 years. Other annual rates used in 
computing depreciation for financial statement purposes are 
2% to 5% for buildings, 10% for store fixtures and 5% to 33% 
for other fixtures and equipment. • 

Leased Property Under Capital Leases: The company 
accounts for capital leases, which transfer substantially all of 
the benefits and risks incident to the ownership of property, 
as an acquisition of an asset and the incurrence of an 
obligation. Under this method of accounting for leases, the 
asset is amortized using the straight-line method and the 
obligation including interest thereon, is liquidated over the life 
of the lease. All other leases (operating leases) are 
accounted for by recording periodic rental expense over the 
life of the lease. 

Licensee Sales: The company’s policy is to exclude sales of 
licensed departments from total sales. 

Pre-Opening Costs: The company follows the practice of 
treating as current period expenses those store operating 
costs incurred prior to opening a new retail unit. 

Income Taxes: Deferred income taxes are provided on non¬ 
permanent differences between financial statement and 
taxable income. 

The company accrues appropriate U.S. and foreign-taxes 
payable upon all of the earnings of subsidiaries and affiliates, . 
except with respect to earnings which are intended to be 
permanently reinvested. Any additional taxes or credits 
related to subsequent distributions of such earnings are 
determined and taken into account at the time of distribution. 

Investment Credit The company uses the “flow through” 
method of accounting for investment credit whereby income 
tax expense is reduced for the period in which expenditures 
create the tax benefit. 
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(B) Acquisitions 

Effective in the second quarter of 1980, the company, through 
a wholly owned subsidiary, acquired for $70.0 million in cash, 
Furr’s Cafeterias, inc. (“Furr’s”). Furr’s operates a chain of 
cafeterias in the southwestern portion of the United States. 
The acquisition has been accounted for as a purchase and 
accordingly the results of the acquired company have been 
included in income from the date of acquisition. Excess of 
cost over acquired net assets of $17.2 million, which is 
included in other assets and deferred charges, is being 
amortized over a 40-year period under the straight- 
line method. 

in November 1979, Kmart Canada Limited, a subsidiary of 
the company, acquired for $11.6 million in cash, S.C.C. Shoe 
Corporation of Canada, Ltd. (“SCC”) and Canmart Shoe 
Limited (“Canmart”). SCC and Canmart operate the 
footwear departments in Canadian Kmarts and also operate 
a number of leased footwear departments in conventional 
department stores and separate retail locations. The 
acquisition has been accounted for as a purchase and 
accordingly the results of the acquired companies have been 
included in income from the date of acquisition. [See Note (I).] 

Results of operations of the acquired companies prior to the 
dates of acquisition are not material in relation to the 
consolidated financial statements. 


(C) Merchandise inventories 
A summary of inventories by method of pricing and the 
excess of current cost over stated LIFO value follows: 


(Millions) 

January 28, 
1981 

January 30, 
1980 

Last-in, first-out (cost not in 
excess of market) 

$2,393.9 

$2,297.5 

Lower of cost (first-in, first-out) 
or market 

452.0 

448.1 

Total 

$2,345.9 

$2,745.6 

Excess of current cost over 



stated LIFO value 

$ 315.9 

$ 203.3 


Effective January 30,1980, the company adopted the LIFO 
method of determining costs for domestic automotive and 
sporting goods inventories to conform with the method used 
for substantially all domestic inventories. The effect of the 
change was to reduce the inventory valuation at January 30, 
1980 by $12.4 million. 

(D) Equity Company information 
All K mart footwear departments in the United States are 
operated under licensee agreements with the Meldisco 
subsidiaries of the Melville Corporation, substantially all of 


which are 49% owned by the company and 51 % owned by 
Melville. Fees and income earned under the licensee 
agreements in 1980,1979 and 1978 of $94.2 million, $85.4 
million and $74.3 miliion, respectively, are included in 
licensee fees and rental income. The company’s equity in the 
income of these operations and dividends received in 1980, 

1979 and 1978 were as fol lows: 


(Millions) 

1980 

1979 

1978 

Equity in income of Meldisco operations 

$ 26.5 

$ 24.6 

$ 21.6 

Dividends 

$ 19.9 

$ 18.2 

$ 17.8 

Meldisco subsidiaries summarized financial information 
follows: 

Year Ended December 31, 
(Millions) 1980 1979 1978 

Sales 

$629.2 

$572.7 

$496.0 

Net income 

$ 54.2 

$ 51.8 

S 45.8 

(Millions) 

1980 

December 31, 

1979 1978 

Inventory 

Other assets 

$ 83.0 
59.1 

$ 73.5 
51.6 

$ 58.9 
49.2 

Total assets 

Liabilities 

142.1 

19.8 

125.1 

19.0 

108.1 

18.9 

Net assets 

$122.3 

$106.1 

$ 89.2 

Equity of K mart Corporation 

$ 58.4 

$ 49.9 

$ 41.6 


The company and G, J. Coles & Coy. Limited (“Coles”) 
developed the K mart concept in Australia through K mart 
(Australia) Limited (“KMA”), 51% owned by the company 
and 49% owned by Coles. In December 1978, the company 
concluded the restructuring of its investment in Australian 
retail operations by exchanging its 51% interest in KM A and 
certain other assets aggregating $65.6 million for 36,154,000 
newly issued common shares of Coles, approximating the 
company’s 20% equity in the net assets of Coles at 
December 30,1978. [See Note (I) for results of operations of 
KMA included in the consolidated financial statements to the 
date of exchange in 1978.] Income earned underthe K mart 
license agreement of $1.7 million in 1980 and $1.3 million in 
1979 is included in licensee fees and rental income. The 
company’s equity in the income of Coles’ operations, 
dividends and year-end investment in Cofes are as follows: 

(Millions U.S.-S) ■ 1980 1979 ; 

Equity income $11.0 $12.8 

Dividends - $ 6.2 $ 5.5 

Equity .of K mart Corporation $79.6 $72.9 
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Kmart Corporation 


Cotes’ amounts as reported in Australia have been 
translated into U.S. dollars at the current exchange rates at 
January 28,1981 and summarized financial information for 
their fiscal year is as follows: 

July 1980 July 1979 
(Millions U.S. $) _ (52 Weeks) (57 Weeks) 


Sales 

$3,127.3 

52,809.7 

Net income 

$ 64.2 

$ 65.4 

Total assets 

$ 833.4 

5 709.9 

Planned Marketing Associates, Inc. summarized financial 

information with respect to insurance operations follows: 


Year Ended December 31, 

(Millions) 

1980 

1979 

1978 

Premium and other income 

$ 66.8 

$ 62.3 

$ 56.6 

Costs and expenses 

61.9 

58.8 

54.4 

Net income 

$ 4.9 

$ 3.5 

$ 2.2 


December 31, 

(Millions) 

1980 

1979 

1978 

Cash and receivables 

$ 12.8 

$ 30.4 

$ 15.3 

Investments 

123.6 

88.2 

84.6 

Policy acquisition costs and . 




other assets 

58.4 

53.6 

49.2 

Total assets 

194.8 

172.2 

149.1 

Policy and claim reserves 

92.7 

81.2 

69.7 

Other liabilities 

14.0 

11.2 

10.0 

Equity of K mart Corporation 

$ 88.1 

$ 79.8 

$ 69.4 


Unremitted earnings of unconsolidated subsidiaries included 
in consolidated retained earnings were $63.7 million at 
January 28,1981. 


(E) Compensating Balances and Current Notes Payable 
At January 28,1981, the company had bank lines of credit 
aggregating $646.6 million with interest rates approximating 
the “prime” lending rate. In support of certain lines of credit, it 
is expected that compensating balances will be maintained 
on deposit with the banks, which will average 10% of the line 
to the extent that it is not in use and an additional 10% on the 
portion in use whereas other lines require fees in lieu of 
compensating balances. The company is free to withdraw 
the entire balance in its accounts at any time. 

At January 30,1980, notes payabie included $177.1 million of 
the company’s commercial paper (weighted average interest 
/ate 13.2%) and $8.4 million of notes payable to banks 
(weighted average interest rate 13.5%). 


(F) Estimated Income Taxes 

The effective income tax rate is reconciled to the Federal 

statutory rate as follows: 


Fiscal Year Ended 

January 26, January 30, January 31, 


(Millions U.S. $) 

1981 

1980 

1979 

Income before estimated 
income taxes: 

U.S. 

$403.4 

$587.5 

$600.8 

Foreign 

33.0 

37.1 

33.2 

Total 

$436.4 

$624.6 

$634.0 

Tax thereon, computed at statutory 




rate (46% in 1980 and 1979 and 

47.83% in 1978) 

$200.7 

$287.3 

$303.2 ■ 

Increases (reductions) in taxes 
resulting from: 

State and local income taxes, 
net of Federal income tax 

benefit 

13.9 

16.9 

16.9 

Investment tax credit 

(21.2) 

(19.7) 

(15.7) 

Equity in income of affiliated 
retail companies subject to 

lower tax rates 

(14.7) 

(14.1) 

(8.8) 

Other 

2.1 

(-4) 

(3.1) 

Estimated income taxes 

$180.8 

$270.0 

$292.5 

Effective rate 

41.4% 

43.2% 

46.1% 

Tax effects of timing differences are: 




Accelerated depreciation 

$ 17.8 

$ 21.4 

$ 13.1 

Capitalized leases 

(12.5) 

(11.4) 

(11.6) . 

Other 

(7.1) 

(7.6) 

(3.9) 

Total 

$ (1.8) 

$ 2.4 

$ (2.4) 


The amounts shown on the balance sheets for deferred 
income taxes result principally from the difference between 
financial statement and income tax depreciation, reduced by 
the effect of accounting for certain leases as capital leases of 
$82.7 million at January 28,1981. The net amount of current 
deferred taxes at January 28,1981 and January 30,1980 
was $23.0 million and $12.5 million, respectively, which 
relates principally to accrued employee benefits and 
uninsured claims and is included in operating supplies and 
prepaid expenses. 

Undistributed earnings of subsidiaries which are intended to 
be permanently reinvested totaled $166.8 million at January 
28,1981. 
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(G) Long-Term Debt 


January 28, January 30, 


(Millions) 

1981 

1980 

9%% notes due 1985 (net of unamortized discount 

of $1.2 million) 

SI 98.8 

$ 

6% convertible subordinated debentures due 1999 

200.0 

200.0 

4%% notes payable in varying amounts through 

December 16,1983, $1.3 million due within one 

year 

4.8 

6.0 

Other 

16.9 

5.6 

Portion due within one year 

420.5 

1.8 

211.6 

2.2 

Total 

S418.7 

$209.4 


On July 23,1980, Kmart Corporation made a public offering 
Of notes in the principal amount of $200.0 million, at an 
interest rate of 9%%, due July 15,1985. The notes are 
unsecured obligations of the company and may be 
redeemed beginning in 1983 at a redemption price equal to 
100% of the principal amount plus accrued interest. 

The debentures due 1999 are convertible into common stock 
at $35.50 per share. The indenture relating to the debentures 
provides that the company shall pay $11.0 million into a 
sinking fund on July 15 each year from 1985 to 1998, 
inclusive. The debentures are subject to redemption through 
the sinking fund at 100% of the principal amount, or at any 
time at the option of the company at prices declining from 
106% to 100% of the principal amount after July 15,1994. At 
January 28,1981,5,632,397 shares of authorized common 
stock are reserved for conversion. 

Under the 4%% note agreement, $824.6 million of income 
retained for use in the business at January 28,1981 is 
available for payment of cash dividends. 

Principal payments on long-term debt for the five years 
subsequent to 1980, in millions are: 1981—$1.8; 1982—$1.9; 
1983—$3.4; 1984—$1.2; 1985—$212.0. 

(H) Leases 

Description of Leasing Arrangements: The company 
conducts operations primarily in leased facilities. Store 
leases are generally for terms of 25 years with multiple 
five-year renewal options which allow the company the 
option to extend the life of the lease up to 50 years beyond 
the initial noncancellable term. Certain leases provide for 
additional rental payments based on sales volume in excess 
of a specified base. Also, certain leases provide for the 
payment by the lessee of executory costs (taxes, 
maintenance and insurance), and selling space has been 
sublet to other retailers in certain of the company’s leased 
facilities. 


Lease Commitments: Future minimum lease payments with 
respect to capital and operating leases are: 

Minimum 
Lease Payments 


(Millions) 

Capital 

Operating 

Fiscal Year: 

1981 

$ 271.3 

$ 145.8 

1982 

269.4 

144.8 

1983 

266.2 

142.2 

1984 

263.1 

138.4 

1985 

259.1 

135.3 

Later years 

3,546.9 

1,768.9 

Total minimum lease payments 

4,876.0 

2,475.4 

Less—minimum sublease rental income 


(161.2) 

Net minimum lease payments 

4,876.0 

$2,314.2 

Less: 

Amount representing estimated executory 
costs 

(1,234.9) 


Amount representing interest 

(1,915.8) 


Present value of minimum lease 
payments, of which $57.2 million is due 
within one year 

$ 1,675.3 



Rental Expense: A summary of operating lease rental 
expense, estimated executory costs of all leases and 
short-term rentals follows: 

Fiscal Year Ended 


(Millions) 

January 28, 
1981 

January 30, 
1980 

January 31, 
1979 

Minimum rentals 

Rentals based on sales 

$217.2 

$190.2 

$172.7 

volume 

27.9 

25.6 

22.7 

Less-sublease rentals 

(28.9) 

(26.2) 

(30.0) 

Total 

$216.2 

$189.6 

$165.4 


Reconciliation of Capital Lease Information: Capital lease 
amortization and interest charged to operations are 
reconciled to minimum capital lease payments as follows: 

Fiscal Year Ended 

January 28, January 30, January 31, 


(Millions) 

1931 

1980 

1979 

Amortization of leased property 

under capital leases 

S 79.0 

$ 72.2 

$ 69.1 

Interest expense related to 

obligations under capital leases 

135.0 

120.3 

115.1 

Amounts charged to earnings 

214.0 

192.5 

184.2 ‘ 

Related minimum lease payments 
(excluding executory costs) 

(188.1) 

(168.9) 

(160.4) 

Excess of amounts charged over 




related minimum lease 

payments 

$ 25.9 

$ 23.6 

S 23.8 
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The inclusion of capital leases of foreign operations reduced 
currency fluctuation losses by $2.9 million in 1980, increased 
currency fluctuation losses by $2.5 million in 1979 and 
reduced currency fluctuation losses by $5.7 million in 1978. 
[See Note (I).] 

(I) Segment and Geographic Information 
The dominant portion of the company’s operations are in a 
single industry, retailing general merchandise through the 
operation of a chain of discount department stores. 


In addition, the company has both domestic and foreign 
operations which are summarized as follows: 


(Millions U.S. S) ■ 

1980 

1979 

1978 

Sales: 




U.S. 

$13,467.7 

$12,077.5 

$10,681.7 

Canada 

736.7 

653.6 

604.9 

Australia 



408.9 

Total 

$14,204.4 

$12,731.1 

$11,695.5 

Licensee fees and other income: 




U.S. 

$ 186.0 

$ 165.3 

$ 134.7 

Canada 

3.6 

6.S 

7.2 

Australia 

12.7 

14.1 

7.1 

Total- . 

$ 202.3 

$ 186.2 

$ 149.0 

Income from retail operations: 




U.S. 

$ 232.0 

$ 329.6 

$ 322.4 

Canada 

12.1 

12.4 

13.2 

Australia 

11.5 

12.5 

5.9 


255.6 

354.5 

341.5 

Equity in income of insurance 




operations 

4.9 

3.5 

2.2 

Net income for the year 

$ 260.5 

$ 358.0 

$ 343.7 

Identifiable assets: 




U.S. 

$ 5,498.6 

$ 5,087.4 

$ 4,350.5 

Canada 

377.8 

•352.4 

309.2 


5,876.4 

5,439.8 

4,659.7 

Investments in and advances to: 




Affiliated retail companies— 




" U.S. 

58.4 

49.9 

41.6 

Australia 

79.6 

72.9 

65.6 

Insurance operations 

88.1 

79.8 

69.4 

Total assets 

$ 6,102.5 

$ 5,642.4 

$ 4,836.3 


In 1978,100% of sales and net income from Australian retail 
operations was included for Australia. The 49% minority 
interest which existed with respect to Australian retail 
operations is deducted from income from retail operations. In 
December 1978, the company exchanged its 51% 
investment in Kmart (Australia) Limited and certain other 
assets for 20% of the total outstanding ordinary shares of 
G. J. Coles & Coy. Limited (“Coles”) of Australia. [See Note 
(D).] In 1980 and 1979, the company’s equity in income and 
license fees from Coles are included under the caption 
“Licensee fees and other income.” 

Effective November 18,1979, Kmart Canada Limited 
acquired S.C.C. Shoe Corporation of Canada, Ltd. and 
Canmart Shoe Limited. Results of operations since the date 
of acquisition are included for Canada. 

Currency fluctuations reflect the effect of exchange rate 
changes recognized when financial statements of foreign 
operations are translated into U.S. dollars. Currency 
fluctuation losses of $.1 million in 1980, $2.4 million in 1979 
and $2.8 million in 1978 are included in income from retail 
operations. 

Identifiable assets are those assets of the company that are 
identified with operations in a specific geographic area. 
Corporate assets (assets which are used by two or more 
geographic operations) and transfers between geographic 
areas are insignificant. 

(J) Stockholders’ Equity 

Changes in stockholders’ equity other than income retained 
for use in the business for the three fiscal years ended 
January 28,1981, were as follows: 

Common Stock 

(Authorized 250,030,000 Shares 
$1.00 Par Value) 

Capital in 

Shares Excess of 

(S in Millions) Outstanding Amount Par Value 


Balance January 25,1978 

Common stock sold understock 

121,649,781 

$121.6 

$219.7 

option and purchase plans 

492,423 

.5 

9.9 

Balance January 31,1979 

Common stock sold understock 

122,142,204 

122.1 

229.6 

option and purchase plans and 
conversion of debentures 

694,305 

.7 

13.9 

Balance January 30,1980 

Common stock sold under stock 

122,836,509 

122.8 

243.5 

option and purchase plans and 
conversion of debentures 

542,092 

.6 

10.3 

Balance January 28,1981 

123,378,601 

$123.4 

$253.8 
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Ten million shares of no par value preferred stock with voting 
and cumulative dividend rights are authorized but unissued. 
Currently, there are no pians for its issuance. 

At January 28,1981, there was a total of 12,451,199 shares of 
common stock reserved for possible issuance under the 
company’s Stock Option Plan, Stock Purchase Incentive 
Plan, Performance Award Stock Plan and for conversion of 
the 6% convertible subordinated debentures. 

(K) Earnings Per Common and 
Common Equivalent Share 

Earnings per common and common equivalent share were 
computed by dividing net income by the weighted average 
number of shares of common stock and dilutive common , 
stock equivalents outstanding during each year. In making 
the computation for 1980,1979 and 1978, common shares at 
the beginning of the year were increased by the number of 
shares issuable on conversion of the 6% convertible 
debentures (issued in 1974) and net income was adjusted for 
interest expense net of the related tax effect. The number of 
common shares in all years was increased by the number of 
shares issuable under the Stock Option and Stock Purchase 
Incentive Plans, less the number of shares which were 
assumed to have been purchased at average market prices 
with the proceeds of sales under the plans. 


(L) Pension Plans 

The company and its subsidiaries have non-contributory 
pension plans covering most employees. Total pension 
expense was $37.9 million for 1980 (including amortization of 
prior service costs over periods up to 30 years), $43.6 million 
for 1979 and $35.1 million for 1978. The company’s policy is 
to fund pension costs accrued. 

During 1980, the company changed certain actuarial 
assumptions to more closely approximate actual experience 
of the plans. These changes consisted of increases in the 
assumed interest rate, salary scales and social security 
benefits along with revision of the withdrawal assumptions. 
The effect of these changes was to reduce pension expense 
by approximately $15.6 million compared with previous 
actuarial assumptions. 

A comparison of accumulated plan benefits and plan net 
assets for the company’s defined benefit plan at January 30, 


1980 (date of most recent valuation) is as follows: 

(Millions) 

Actuarial present value of accumulated plan benefits: 


Vested 

SI 80.6 

Non-vested 

54.6 

Total 

$235.2 

Net assets available for benefits 

S261.9 


The weighted average assumed rate of return used in 
determining the actuarial value of accumulated plan benefits 
was 7.0%. 
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(M) Stock Purchase Incentive, Option and 

Performance Award Plans 

Information on these plans is summarized below: 

Stock Purchase Incentive Plan 


Number of Shares 
1930 1979 


Shares available for purchase 
at beginning of year 

Shares purchased during the year 

2,870,924 

3,564,448 

through payroll deductions at 
$19.34 pershare in 1980 
and $20.78 per share in 1979 

(540,607) 

(693,524) 

Shares available for purchase at end of year 

2,330,317 

2,870,924 

Under the Stock Purchase Incentive Plan approved by the 
stockholders in May 1976, employees of the company or of 
certain subsidiaries who have completed one year of service 
are eligible to purchase up to 4,500,000 shares of common 
stock through June 1981, at the lower of 85% of the market 

value on the first or last day of each plan year. 


Stock Option Plan 




Number of Shares 


1980 

1979 

Available for grant at beginning of year 

Under option at beginning of year 

1,245,925 

1,457,960 

($25.06 to $37.53 per share) 

Options: 

1,742,920 

1,531,385 

Granted ($19.31 to $25.56 per share) 

797,200 

278,300 

' Exercised ($19.31 to $25.56 per share) 

360 

500 

Cancelled ($19.31 to $37.63 per share) 

Under option at end of year 

71,380 

66,265 

($19.31 to $37.63 per share) 

Options exercisable at end of year 

2,468,380 

1,742,920 

($19.31 to $37.63 per share) 

1,844,940 

1,162,880 

Available for grant at end of year 

520,105 

1,245,925 


Under the company’s Stock Option Plan, which was 
approved by stockholders in June 1973 and last amended in 
1980, options to acquire up to 3,000,000 shares of common 
stock may be granted to officers and key employees at 100% 
of the fair value on the date of grant. Options under the plan 
may have a maximum term of ten years and are exercisable 
in annual installments, except that options granted to 
optionees over age 61 at the date of grant are exercisable in 
total at such date. Payment upon exercise of an option may 
be made in cash, already owned shares, or a combination of 
both. Such shares will be valued at their fair market value as 
of the date of exercise. 

The plan provides for stock appreciation rights (SARs) in 
tandem with stock options for officers and eligible directors . 
who are limited under the Securities Exchange Act of 1934 in 
dealing with shares of the company’s stock. The plan 
provides that such an optionee may request that the 
Compensation and Incentives Committee permit the 
optionee to surrender all or part of an exercisable option in 
return for stock, cash or a combination of both equal to any 
appreciation in the value of the surrendered shares over the 
option price. Compensation expense is recorded to the 
extent that the market price of the option exceeds the grant 
price. 

Performance Award Stock Plan 
During 1978, the stockholders approved the Performance 
Award Stock Plan. Under this plan, 1,500,000 shares were 
reserved to be awarded to officers and key employees. The 
Compensation and Incentives Committee will establish the 
performance standards and determine the formula to 
evaluate the awards. As of January 28,1981, no awards have 
been granted. 
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(N) Quarterly Financial Information (Unaudited) 
Each of the quarters includes 13 weeks. 


Consolidated Statements of income (Unaudited) 


(Millions) 


Quarter 


1980 

First 

Second 

Third 

Fourth 

Sales 

$2,983.5 

$3,470.8 

$3,367.4 

$4,382.7 

Licensee fees and other income 

31.9 

43.3 

41.5 

58.9 

Gross revenue 

3,015.4 

3,514.1 

3,408.9 

4,441.6 

Cost of merchandise sold 

2,154.7 

2.540.6 

2,460.6 

3,261.2 

Selling, general and administrative expenses 

Interest—net 

752.7 

825.2 

843.2 

905.0 

Debt 

10.6 

14.0 

21.7 

19.1 

Capital leases 

31.8 

32.5 

33.3 

- 37.3 

Income before estimated income taxes 

65.6 

101.8 

50.1 

219.0 

Estimated income taxes 

27.6 

44.0 

20.4 

88.8 

Income from retail operations 

38.0 

57.8 

29.7 

130.2 

Equity in income of insurance operations 

1.6 

I- 4 

.9 

.9 

Net income 

$ 39.6 

$ 59.2 

$ 30.6 

$ 131.1 

Earnings per common and common equivalent share 

$ .32 

$ .47 

$ .25 

$1.03 

Quarter 

1979 

First 

Second 

Third 

Fourth 

Sales 

$2,616.6 

$3,038.7 

$3,050.2 

$4,025.6 

Licensee fees and other income 

27.4 

43.4 

36.7 

57.3 

Gross revenue 

2,644.0 

3,082.1 

3,086.9 

4,082.9 

Cost of merchandise sold 

1,899.8 

2,206.8 

2,203.5 

2,972.7 

Selling, generai and administrative expenses . 

Interest—net 

627.1 

685.2 

703.3 

823.4 

Debt 

6.1 

7.7 

12.9 

2.5 

Capital leases 

28.5 

29.2 

30.3 

32.3 

Income before estimated income taxes 

82.5 

153.2 

136.9 

252.0 

Estimated income taxes 

37.8 

64.6 

61.0 

106.7 

income from retail operations 

44.7 

88.6 

75.9 

145.3 

Equity in income of insurance operations 

.9 

1.1 

.8 

.7 

Net income 

$ 45.6 

$ 89.7 

$ 76.7 

$ 146.0 

Earnings per common and common equivalent share 

$ .37 

$ .71 

$ .61 

$1.15 


Cost of merchandise sold was calculated during each interim period utilizing 
estimated gross profit rates, including an estimate of inflation in the prices of 
merchandise purchased during the year. If the results of the physical inventory 
and the annual rate of inflation determined by using the Bureau of Labor Statistics 
' Department Store Index had been known on a quarterly basis, earnings per share 
would have been increased (decreased) as shown: 


Quarter 

1980 

1979 

First 

$.03 

$.03 

Second 

.03 

.03 

Third 

.09 

(.01) 

Fourth 

(.15) 

(-05) 
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Retired Chairman of the Board of 
Consumers Power Company 
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Chairman of the Board and 
Chief Executive Officer of 
K mart Apparel Corp. 

William H. Baldwin 136 
Chairman, Chief Executive Officer and 
Trustee of The Kresge Foundation 

Robert E. Brewer 2 

Executive Vice President 

Dale R. Corson 36 

President Emeritus of Cornell University 
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Honorary Chairman of the Board 

Robert E. Dewar 126 
Chairman of the Executive 
and Finance Committees 

Bernard M. Fauber 126 

Chairman of the Board 

Carl A. Gerstacker 1245 

Chairman of the Finance Committee 
of The Dow Chemical Company 

Martha W. Griffiths 36 

Partner, Law Firm of Griffiths & Griffiths 


Russell A. Hansen 

Executive Vice President 

David B. Harper 36 
President of Gateway National Bank 
of St. Louis 

Rolland Lawson 

Managing Director of 
K mart Canada Limited 
(Retired 1128181) 

Samuel G. Leftwich 16 

President (Elected 1129/81) 

J. Edward Lundy 234 

Retired Executive Vice President of 
Ford Motor Company 

Paul W. McCracken 256 
Edmund Ezra Day University Professor 
of Business Administration, 

Graduate School of Business Administration, 
University of Michigan 

Grant W. Morck 

Executive Vice President 

Robert W. Purcell 245 
Retired Business Consultant to 
Rockefeller Family & Associates 

Ervin E. Wardlow 12 
Vice Chairman 
(Retired 411181) 


40 


1 Member of Executive Committee 

2 Member of Finance Committee 

3 Member of Audit Committee 

4 Member of Compensation and Incentives Committee 

5 Member of Nominating Committee 

6 Memberof Public Issues Committee 


Reproduced with permission of the copyright owner. Further reproduction prohibited without permission. 


OFFICERS 


Bernard M. Fauber 
Chairman of the Board 
and Chief Executive Officer 

Samuel G. Leftwich 
President and 
Chief Operating Officer 

Robert E. Dewar 
Chairman of the Executive 
and Finance Committees 

Ervin E. Wardlow 

Vice Chairman 
International Operations and 
Domestic Merchandise Subsidiaries 
(Retired 411181) 

Grant W. Morck 
Executive Vice President 
Store Management 

Russell A. Hansen 
Executive Vice President 
Merchandising 

Robert E. Brewer 

Executive Vice President 
Finance 

Richard H. Falck 

Senior Vice President 
Distribution, Transportation and 
Merchandise Systems 

Harold E. Wilcox 
Senior Vice President 
Personnel and Management Development 

Edward C. Andrews 

Vice President 
Southern Region 

George A. Came 

Vice President 

Distribution and Transportation 

Roger E. Davis 

Vice President 

Genera! Counsel and Secretary 


Gerald R. Fletcher 

Vice President 

Corporate Information Systems 

John RJohnson 

Vice President 
Real Estate 

Helen C. Letter 
Vice President 
and Treasurer 

Norman G. Milley 

Vice President 

Sales and General Merchandise Manager 

Larry M. Parkin 

Vice President 
Western Region 

Arthur E. Riley 

Vice President 
Eastern Region 

Harold O. Scarlett 

Vice President 
Construction 

Frederick M. Stevens 

Vice President 
Corporate Facilities 

A. Robert Stevenson 

Vice President 

Government and Public Relations 

Bernard E. Thomas 

Wee President 
Midwestern Region 

David P. Walling 

Vice President 

Corporate Accounting and Reporting 

Richard O. Williams 

Vice President 
Central Region 

Lee W. Zane 

Vice President 
Midwestern Region 
(Retired 3(1181) 


41 


Reproduced with permission of the copyright owner. Further reproduction prohibited without permission. 




Kmart Corporation 


CORPORATE DATA 


EXECUTIVE OFFICES 

K mart Corporation 
3100 West Big Beaver Road 
Troy, Michigan 48084 
Telephone (313) 643-1000 


SUBSIDIARIES 

Furr’s Cafeterias, Inc. 

Lubbock, Texas 

K mart Canada Limited 
Brampton, Ontario, Canada 

K mart Apparel Corp. 

North Bergen, New Jersey 

Planned Marketing Associates, Inc. 
Dallas, Texas 


ANNUAL MEETING 

The Annual Meeting will be held 
Tuesday, May 26,1981, at 9:00 a.m., 
Detroit time, at K mart International 
Headquarters, 

3100 West Big Beaver Road 
Troy, Michigan 


TRANSFER AGENTS 
AND REGISTRARS 

National Bank of Detroit 
Detroit, Michigan 

United California Bank 
Los Angeles, California 


FORM 10-K 

A copy of the company’s 
Form 10-K annual report for 1980 
to the Securities and Exchange 
Commission will be furnished 
without charge to any shareholder 
upon written request to: 

Mr. David P. Walling 
Vice President 
K mart Corporation 
3100 West Big Beaver Road 
Troy, Michigan 48084 


Photographs in this report vere taken at 
Indianapolis Kmart stores on West Washington Ave., 1 
North Michigan Rd. and High School Rd. North. 
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